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KEY ECONOMIC INDICATORS 


All values in million U.S.$ Exchange rate as of 12/A/74 
U.S. $1.00 - 7 Cordobas 


A B Cc D 


. 
1972 1973 1974 % Change 


INCOME AND PRODUCTION 

GDP at Current Prices (12/74 est.) 1,109.0 1,382. 
GDP at Constant (1958) Prices (12/74 est) 772.1 862. 
Per Capita GDP, Current Prices, (12/74 est) 528.1 600. 


MONEY AND PRICES 
Money Supply (9/74) 170.6 .9 
Public External Debt (12/74) ; 168 .1 .6 
External Debt Service 5.8 9.9 
Interest Rates: 
Prime 10% 12% 
Industrial 12% 12% 
Commercial 14% 14% 
Agricultural 11% 12% 


BALANCE OF PAYMENTS AND TRADE 

Net Foreign Reserves (10/74) 84.8 

Balance of Payments (12/74 Est) - 10.0 

Balance of Trade (8/74) - 44,4 

Exports FOB (8/74) 292.7 
U.S. Share 15.4% 

Imports CIF (8/74) 337 3 
U.S. Share 32.9% 


EXPORTS: MAJOR ITEMS (8/74) 
Cotton 121.0 106.9% 


Coffee ‘ 38.3 -7% 

Meat : ‘ Suk = $1.3% 
Sugar ‘ 7 9.6 4.5% 
Chemical Products 25.2 110.7% 


IMPORTS: MAJOR PRODUCT GROUPS (8/74) 
Machinery & Equipment 41.6 
Chemicals & Pharmaceuticals 41.2 
Vehicles and Spare Parts 18.0 
Food Products 17.0 
Crude Petroleum 11.9 


*Percent Change comparable periods of 1974 and 1973 
** High estimate; low estimate 9%. 





SUMMARY 


Nicaragua, a small developing country with an economy dependent upon international 
commerce (imports and exports combined equal about 70% of Gross Domestic Product), 
was not badly hurt by world economic trends in 1974. Despite a large inflation in 
essential imports, led by petroleum, fertilizers and other agricultural chemicals, 
increased export prices in cotton, coffee, and sugar helped bridge the gap (the import 
price deflator advanced an estimated 16.1 points to 177.5 on a 1958 base index while 
the export deflator increased 14.1 points to 140.7). By all standards, it was an 
excellent year for the economy with real GDP rising between 9 and 11%, government 
revenues up an estimated 45.3% and investment in real terms increasing 36%. Aljll 
sectors contributed with especially strong performances in construction, agriculture, 
and manufacturing. Although there is a large current account deficit, due to capital 
inflows, the balance of payments is essentially in equilibrium. Inflation though reduced 
from 1973 remained the principal problem and will probably be 15 to 20% for the year. 


With the exception of sugar, world prices for Nicaragua's exports began falling toward 
the end of 1974, especially in cotton and coffee. Credit restrictions, necessary to 
reduce inflationary demand, have also begun to take effect. This somber panorama 
will extend through most if not all of 1975 but expanded public investments, principally 
in the reconstruction of Managua, should permit continued real growth of about 7% in 
1975. A new tax reform law will bring increases in government revenues for redis— 
tribution to improve income and services for the rural poor. The balance of payments 
is expected to be in deficit in 1975 but reserves are more than sufficient to cover any 
likely figure. 


The market for U.S. goods will continue to be strong next year, particularly in 
construction equipment, building materials and hardware, household appliances, and 
agricultural equipment. While American investment is not large in Nicaragua, the 
investment climate is excellent and opportunities are developing as the economy 
progresses. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Prospects for 1975 Moderately Good, Following Excellent 1974 
Performance 


The strong economic performance in 1974, which was expected, was helped by 
advancing export prices but the major contribution came from increased production 
and both public and private investments. In U.S. dollars, the 1974 GDP will be 
approximately $1.37 billion compared to $1.1 billion in 1973, a 24% increase reduced 
to 9-11% in real terms. The government collected about 13% of the GDP in current 
revenues (which were 34% over original estimates) and enjoyed an overall budget 
surplus of $13.4 million. 


Falling export prices and an anti-inflation policy of tight credit will slow growth in 
1975. However, a strong public works program, particularly in the reconstruction 
of Managua, coupled with investments in the private sector may result in a real 
growth rate of around 7%. 


Both Imports and Exports Expected to Continue Growth 


A crucial factor in economic growth is balance of payments restraints on imports 
necessary for investment programs. This does not appear to be a problem for 1975 
due to a basic stability arising from diversification of exports and available capital 
inflows. The importance of export diversification can be seen from the following 


table indicating that sugar prices will off-set balance of payments effects of falling 
coffee and cotton prices: 


Export Projections 
(Millions of US$) 


1973 1974 1975 


Agricultural Products 
Cotton + 

Coffee 2/ 

Cotton Seed 
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1/ Cotton: 1974 -— 3,074,000 cwt at $44 per cwt; 1975 - 3,000,000 cwt at $40 per cwt. 


2/ Coffee: 1974 - 650,000 cwt at $70 per cwt; 1975 —- high 775,000 cwt at $55 
per cwt, low (based on 20% retention) 620,000 cwt at $55 per cwt. 





Manufacturing Industry 
Fresh Meat — 

Sugar2/ 

Shrimp and Lobster 
Saw-wood 

Other Manufactures 
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Mineral Products 
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Others oO. 0,2 0.2 


TOTAL 276.7 373.6 440.5 - 449.0 


While exports grew about 35% in 1974, imports increased from CIF $327 million in 
1973 to an estimated CIF $539.0 million in 1974, up nearly 65%. While details are 
only available through August, the largest increases are evidently in raw materials 
and intermediate goods for industry which will be nearly double the 1973 imports 
(from $113 million to over $200 million) including a 300% rise in crude petroleum. 
Hefty increases were also registered in construction materials, capital goods, and 
consumer durables, 


The trade account will probably improve in 1975 due to Venezuelan long-term 
financing of a portion of the oil bill and price weakening in a variety of raw material 
imports. 


Balance of Payments Projections Unclear 


Private and official capital inflows in 1974 limited the balance of payments deficit 

to manageable levels, perhaps in the $10-20 million range, or even less. Net 
international reserves of the banking system were $85 million as of October 31, 1974, 
equivalent to about two months imports and above the reserves of a year previous 
($79 million). 


1/it is expected that meat shipments will partiallyrecover. 


2/Sugar: 1974 — 1,968,000 cwt at $15 per cwt; 1975 - 2,016,000 cwt at $40 per cwt. 
(Since sugar is largely sold on the futures market, these prices based on current 
price movements may be somewhat overstated in a rising market) 





While it is very difficult to predict what will happen in 1975, a continued large inflow 
of capital, including the oil financing facility, will probably keep the balance of 
payments deficit in the same range as 1974, 


Problem Areas are Inflation and World Commodity Prices 


Non-official estimates of inflation in Nicaragua indicate a strong moderation in 1974, 
with the index falling to between 15-20% from about 30% in 1973. While not excessive 
by present international standards, Nicaragua had iong enjoyed a high degree of 
price stability and the society is very sensitive to inflation. The problem has various 
sources; the costs of imports have risen substantially, particularly petroleum, 
agricultural chemicals, other raw materials, and capital goods; a large reservoir of 
demand for construction has made this sector a leader in price increases; and the 
money supply rose well beyond the supply capacity of the economy. The Central 
Bank has responded by tightening credit and a surplus in the government's budget 
has absorbed some of the liquidity. In the light of world conditions and the demands 
of an accelerated development program, a further reduction of the rate of inflation 
will be difficult. 


With the exception of sugar, Nicaragua's terms of trade have been deteriorating and 
the prices of cotton, coffee, meat, and shellfish show no signs of improvement for 
1875. Onthe import side, the costs of essential raw materials such as fertilizers, 
other agricultural chemicals, machinery, and vehicles continue to rise. Diversi- 
fication from cotton to food crops appears to be increasing, and soybeans are being 
introduced on a commercial scale. This, however, will not be significant in 1975 and 
there is concern that cotton and coffee growers will suffer losses if prices continue 
to weaken. 


Government Revenues to Increase under New Tax Regime and Continued Economic 
Growth 


A new system was adopted in November 1974 which places increased reliance on income 
taxes for government revenue which for 1975 is expected to generate $27 million 
compared to $14.6 million in 1974 and will raise 27.5% of current revenue against 
16.4% the prior year. Consumption taxes were also raised and the 10% levy on 

exports (which brought in $20.5 million in 1974) was dropped. Current revenues 

are estimated at $195.7 million in 1975, up 12% from 1974. 


The objective of the tax reform as announced by government spokesmen is to increase 
tax progressivity and elasticity with revenues taking a greater share of future GDP 
growth. A primary use of increased revenues will be to transfer resources to the 
rural poor through agricultural credits and improved public services. 





Reconstruction Projects Set to Accelerate 


While downtown Managua has been mostly cleared and now consists of empty lots, 
the city has been growing out into the suburbs. Much of the commercial infra- 
structure has been restored in the form of shopping centers located along the major 
roadways. Meanwhile, plans for a decentralized city and studies of the tectonic 
structure of the earth were undertaken and major reconstruction is slated to begin 
in 1975. Density of the core will be reduced considerably and housing projects are 
being located along new corridors circling the city. For 1975, the budget contains 
over $19 million for the purchase of land for public purposes and the construction 
of civic buildings and a $20 million USAID loan will commence for reconstruction 
projects. It appears that the limitation on reconstruction is construction capacity 
rather than funding and plans include a sharing of this capacity between the public 
and private sectors. 


The other major development effort will be in the rural sector designed to improve the 
lot of the subsistence farmer and hopefully to bring the rural poor into the money 
economy . 


Key Sales and Investment Opportunities in the Short and Medium Term 


The reconstruction of Managua which will be a major factor of economic growth in 
Nicaragua for the next several years, will provide a growing market for a wide 
variety of U.S. exports. For instance, the building of a new Managua will offer a 
substantial market for most types of building materials and nearly all categories 

of hardware. Construction equipment will also be in demand. As housing con- 
struction accelerates, sales of all types of major appliances will grow. New office 
construction will stimulate the market for business machines and office equipment. 
And, in order to make the planned decentralization of Managua viable, large purchases 
of transportation equipment will be necessary. 


In agriculture, a continuing trend toward increased mechanization on large commercial 
farms will provide a good market for U.S. agricultural equipment and supplies, 
despite lower returns in some sectors this year. All types of irrigation equipment 
enjoy a ready market. 


In the industrial sector, the food processing and packaging industry may be on the 
verge of a substantial expansion. A number of local investors are looking into 
developing both canning and freezing facilities for a variety of products. 


A number of hospital projects throughout the country are planned for the next five 
years, suggesting that there will be a good market for hospital equipment, in which 
U.S. products have had a decided edge. 


The Government of Nicaragua provides incentives for investment in accordance with 
the Central American Common Market Uniform Fiscal Incentive Agreement which 
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includes whole or partial exemptions from import duties or taxes on machinery or 
equipment for from 3 to 10 years, on raw materials for 5 to 10 years, on fuels for 
5 years, on income for 2 to 8 years and on property for 4 to 10 years. Foreign 
private investment is welcome in Nicaragua both for joint ventures or wholly-owned 
operations. The local currency is stable vis-a-vis the dollar and may be exchanged 
freely for profit and capital remittances. 


Among areas which offer potential investment opportunities are textiles, lumbering, 
agriculture and construction. Nicaragua's relatively small textile industry 
currently produces primarily for the national and Central American market, with 
some exports to the United States. The potential for expansion of exports exists as 
currency realignments and rising labor costs make the exports of other producing 
areas more expensive. Investment in spinning locally grown cotton and making 
cloth might also prove profitable. 


Nicaragua's highlands and east coast area contain significant underutilized forest 
resources on both national and private land. Licenses must be obtained for the 
cutting of timber. 


Several U.S. firms have formed joint ventures operations in the construction field 
in recent years and one firm is operating independently in Managua. The potential 
for further investment in construction and construction supplies would appear to be 
good. 


IMPLICATIONS FOR THE UNITED STATES 


As Nicaragua continues to progress, expanded and new sales opportunities arise for 
U.S. exporters. The absence of exchange controls and the existence of a relatively 
liberal import regime make it easy to sell in this market. Proximity to Nicaragua, 
traditional trade ties, and the realignment of the dollar give U.S. products an edge 
in many areas,with rapid delivery being the key to many sales. 


Much of Nicaragua's development program is being financed by interrational agencies. 
Consulting firms, contractors, and suppliers should remain alert to these projects 
as they reach the bidding stage. 


With the lowest population density in Central America and a large reservoir of 

unoccupied land, the potential of the country in agriculture has been only partially realized 
Improvement and expansion of agriculture, particularly food crops, is a major goal 

of the development program. American capital and technology could make an 

important contribution to this effort benefiting both the investor and Nicaragua. 


Nicaraguans in general are favorably disposed toward the United States and there 
appears to be a strong consensus in the society in support of the free enterprise system. 
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